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STABLE OR FLUCTUATING EXCHANGE RATES? 


BY PER JACOBSSON 


Now that, in view of the persistent improvement 
in*the monetary reserves of most west European 
countries over the last few years, the return to 
convertibility is becoming a matter of practical 
politics, the question of what kind of monetary 
system should be established is increasingly exer- 
cising the minds of those in authority and of the 
economists writing on this subject. When monetary 
order was restored after the first world war it was 
universally taken for granted that currencies 
should be “‘stabilised’’, 7.e. that the fluctuations in 
exchange rates should be confined to the narrow 
margin between the gold points. The experience 
of the inter-war period having shown that the 
countries which devalued early in the 1930s and 
allowed their currencies to be linked to sterling 
fared better than those which clung to a rigid gold 
parity, it has now become much more of an open 
question what degree of fluctuation should be 
allowed. Two different sets of views are put for- 
ward — some assert that in an increasingly rigid 
world flexible exchange rates are a necessity, 
while others still hold firmly to the principle of 
exchange stability. What are the main arguments 
advanced on either side? 

Those who are in favour of flexible exchange 
rates usually take as their starting-point the idea 
that balance-of-payments disequilibria are bound 
to occur from time to time and that, as has been 
shown by the events which have taken place since 
the first world war, such disequilibria, which 
usually manifest themselves through an excessively 
high cost and price level, often lead, if left un- 
corrected, to the introduction of numerous restric- 
tions tending to curtail the volume of trade — 
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with the result that economic progress is checked 
and unfavourable repercussions are caused also in 
the political field (especially since the countries 
with overvalued currencies will not as a rule 
be able to improve the standard of living of 
their peoples). With regard to the corrective meas- 
ures which should be taken, all recent evidence 
would seem to indicate that restrictions of trade 
and foreign exchange are in themselves incapable 
of correcting a disequilibrium on foreign account ; 
for have not even the countries which have applied 
the most rigorous physical controls generally con- 
tinued to show balance-of-payments deficits? 
Moreover, the main advantage of a return to 
convertibility is precisely that a system of con- 
vertible currencies makes possible a greater degree 
of freedom in trade and payments; so that it 
would be verging on absurdity to seek to re- 
establish a true equilibrium by means of restric- 
tions, even if such a result could be achieved in 
that way — which, in view of what has just been 
said, is — to say the least — doubtful. 

There remains, therefore, a choice between, on 
the one hand, the pursuit of a deflationary policy 
in the country in which costs and prices are too 
high and, on the other hand, a readjustment of 
the external value of the currency. Since under 
modern conditions the current level of money 
wages cannot easily be lowered and a reduction 
in prices is also bound to meet with resistance, 
there is the danger that a credit contraction will 
lead to an increase in unemployment. This being 
a development which few governments are pre- 
pared to envisage nowadays, it is suggested that 
an alteration in the exchange rate (either by a 
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sharp adjustment of the exchange value of the 
currency in question or by the acceptance of a 
floating rate) is the only practical solution in 
cases in which there is an overvalued currency.* 
It will be noticed that there is a distinct political 
element in the arguments put forward in favour 
of allowing correction by an exchange adjustment. 
This does not, of course, in itself lessen the force 
of the arguments in question. It may, however, 
be useful, before dealing with these special aspects 
of the matter, to mention the main arguments 
which are advanced in favour of the contrary 
solution — that of stable exchange rates. 
Although it is sometimes asserted that the value 
of currencies should be determined only by the 
interplay of supply and demand in the foreign 
exchange markets, it is necessary to point out 
that no country can afford to allow every tempo- 
rary shift in supply or demand to affect the ex- 
change rate of its currency; seasonal influences, 
for instance, ought to be neutralised. It is non- 
sense, therefore, to speak of freely fluctuating 
rates determined solely by supply and demand in 
entirely uncontrolled markets. The central banks 
(or the specially constituted Equalisation Ac- 
counts) are bound to intervene to some extent — 
as, indeed, they always do. And the purpopse of 
their intervention must be to counteract “unneces- 
sary fluctuations”, 1.e. to achieve a higher degree 
of stability than would otherwise have prevailed. 
The main argument in support of exchange sta- 
bility is that the uncertainty engendered by fluc- 
tuating exchange rates makes it more risky to 
enter into long-term contracts or to grant any- 
thing but the shortest credits (for which it is 


* In a country with an undervalued currency there will be 
a tendency for money wages and prices to vise under the in- 
fluence of increase in exports and an expansion in the dom- 
estic money supply. Such a movement will not encounter the 
same strong political resistance as would be provoked by an 
attempt to reduce money wages and prices, and therefore there 
will not be the same reason to resort to an exchange-rate ad- 
justment. If the influx of funds from abroad assumes very large 
proportions, ‘as did the influx into the French market in the 
years 1926—30, the strain which is imposed on the monetary 
teserves of other countries may, it is true, prove very incon- 
venient to them, and there may even arise other difficulties 
of a more general nature. It should, however, be added that 
an undervaluation with such widespread consequences is a rare 
thing. Nevertheless, should there be a very persistent net in- 
flow of funds into a country, connected with an undervaluation 
of that country’s currency, the matter might become quite 
serious and should be dealt with accordingly, 


possible to find cover in the forward market), 
and that this uncertainty thus acts as an obstacle 
to foreign trade — a state of affairs which is 
particularly dangerous for countries like those 
of western Europe, which cannot live without a 
brisk exchange of goods and services with other 
countries and continents. In addition, the possi- 
bility that fluctuations may take place stimulates 
speculative movements of funds from one market 
to another, and these often have harmful effects. 
It is also to be taken into account that central 
banks will be less willing to hold foreign cur- 
rencies as part of their monetary reserves if they 
cannot be sure that the exchange value of those 
currencies will be kept stable; and they will con- 
sequently be forced to hold gold instead of cur- 
rencies — in other words, to revert to a rather 
old-fashioned type of gold standard. And we know 
from the events of the inter-war period what 
disastrous deflationary effects can be produced by 
a run on gold. There is finally the danger that if 
fluctuations in exchange rates come to be regarded 
as more or less normal occurrences a government 
faced with a strain on its balance of payments 
will have hardly any hesitation in resorting 
to devaluation instead of taking the internal 
anti-inflationary measures which are really re- 
quired. 

Examining the arguments which are presented 
for and against a system of fluctuating exchange 
rates, one may be tempted to say, as the Swedish 
King Fredrik I (who was of German origin and 
reigned in the years 1719—51) is reported to have 
done after having listened to the arguments of 
two able litigants: “Der hat Recht und der hat 
auch Recht” — “This one is right and so is the 
other”. But if that were all that could be said it 
would be a poor conclusion, or rather no con- 
clusion at all. Some light may, however, be thrown 
on the problem by considering under what con- 
ditions countries have in fact deviated from the 
principle of exchange stability in the past. 

In the first place, it has happened more than 
once (before as well as after 1914) that an indi- 
vidual country has devalued because of an internal 
inflation which has caused an excessive rise in 
costs and prices and has led to serious disequili- 
brium in the balance of payments. Especially after 
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a world war some countries may find themselves 
seriously out of line with the main trend on the 
world markets; and some rectification of ex- 
change rates may then be badly needed. 

Care must always be taken, however, to ensure 
that confidence in the currency is upset as little 
as possible by the devaluation. The public will 
probably forgive the authorities if currency values 
are modified after a prolonged war or in a world- 
wide crisis, when a number of countries are acting 
more or less simultaneously; but if such a step 
is taken in isolation at a time when more normal 
conditions have been restored in most other lands 
the effects are likely to be very upsetting for the 
population of the country concerned. Nevertheless 
when, in 1953, Austria adjusted the official 
valuation of its currency from the old rate of 
21.36 schillings to the dollar to the new rate of 
26 schillings, confidence in the currency was not 
only not impaired but was actually strengthened. 
In this case, however, the tourist rate had already 
for some time stood at 26 schillings and, by virtue 
of various special authorisations, a growing pro- 
portion of the foreign trade had been paid for at 
rates somewhere between 21.36 and 26 schillings ; 
it might therefore be said that in a way the new 
rate had already come to be regarded as the proper 
rate. There was no rise in Austrian commodity 
prices after the devaluation, this being largely due 
to the fact that the authorities maintained a strict 
monetary policy keeping the official discount rate 
at 5 per cent. The devaluation was, in fact, one 
of the last steps in a comprehensive rehabilitation 
programme which had been in course of execution 
since the autumn of 1951 and which comprised 
measures affecting both the budget and credit 
systems and the domestic cost and price structure. 
Funds began soon to flow back to the Austrian 
market, with the result that the monetary re- 
serves rose quickly — which in its turn helped 
to strengthen confidence and made it possible to 
return before long to an easier monetary policy. 

Whereas Austria introduced a new fixed rate 
for its currency, Canada has in recent years 
applied the system of a “floating rate”, allowing 
movements of capital funds to and from its market 
to influence the foreign exchange quotations. As 
this has in fact led to a higher valuation for the 


Canadian dollar than the old parity of one Cana- 
dian dollar equals one U.S. dollar, there has been 
no reason for any weakening of confidence in the 
Canadian currency on account of the fluctuations 
— nor have the fluctuations been so marked as 
really to disturb foreign trade. European countries 
are not likely, however, to follow Canada’s exam- 
ple. For they cannot banish the thought that a 
floating rate might lead, at least temporarily, to 
the quotation of a depreciated rate (which would 
upset confidence — perhaps altogether unneces- 
sarily) and, as to the effects of short-term capital 
movements on the internal credit system, these 
can be neutralised, if need be, by the intervention 
of an Exchange Equalisation Account. After all, 
during the period April 1951 to August 1952, 
when the British monetary reserves declined by 
about $2 milliard, and subsequently during the 
period from September 1952 until the summer of 
1954, when they increased again by over $1.3 
milliard, the exchange rates for the pound were 
kept stable and very little inconvenience was 
caused to the individual trader and producer, the 
increase in the official discount rate having been 
no more than from 2 to 4 per cent. 

Austria and Canada provide examples of 
isolated alterations in exchange rates; but the 
outstanding foreign exchange developments of the 
last twenty-five years have been the adjustments 
undertaken by a considerable number of coun- 
tries almost simultaneously, such as those initiated 
by sterling in 1931 and 1949 and the devaluations 
of the gold-bloc countries in 1936. These changes, 
together with the fortunes of the sterling area in 
the 1930s, have made a strong impression and it 
is these changes which have caused people to 
wonder what kind of a system may be expected 
in the future. 

In the case of the sterling area and of the gold 
bloc groups of countries moved together. In the 
discussions about stable or fluctuating exchange 
rates it often seems to be assumed that each indi- 
vidual country might allow its rates to fluctuate 
against the rates of all the other countries; but 
this would create an almost chaotic situation ; and 
it is much more likely that currencies will move 
together more or less in groups. 

The monetary upheaval of 1931 was primarily 
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due to the world-wide fall in prices and the inten- 
sification of the depression, which was most pro- 
nounced in the United States; and in 1949 it was 
the recession in the United States that led to the 
alteration in the exchange rates of sterling and a 
number of other currencies, the overvaluation of 
these having become more marked as a result of 
this recession. Since the relationship between the 
dollar and the pound is of crucial importance for 
exchange relationships throughout the world, it 
is necessary to consider what conditions are likely 
to prevail in the United States and Great Britain. 
In view of past experience it is particularly neces- 
sary to try to answer the questions whether or 
not the United States is likely in future to main- 
tain reasonably stable prices (since U.S. price 
movements have a preponderant influence on the 
world trend) and whether or not Great Britain 
will be able to prevent the pound from becoming 
overvalued. 

The United States is at present passing through 
a very interesting phase. When the war came to 
an end in 1945 the American economy was charac- 
terised by excessive liquidity, and this soon made 
itself felt as additional purchasing power and 
even caused a rise in prices. Later came the 
Marshall aid programme, which helped to sustain 
demand; and then the Korean conflict, with the 
resultant burst of rearmament leading to increased 
government expenditure. Since 1953, on the other 
hand, government expenditure has been decreas- 
ing; the stimulus provided by a growth in public 
spending is no longer present, its disappearance 
having moreover coincided with the beginning 
of a cyclical decline. The remedial policy adopted 
has been to activate the economy by a reduction 
in taxation and a lowering of interest rates —- 
and it can hardly be denied that it has met with 
considerable success. Commodity prices have re- 
mained relatively stable, and this has helped to 
maintain confidence at home and to keep up the 
volume of business activity in other countries. 
The opinion is certainly gaining ground in the 
West European countries that, in view of the 
able way in which the anti-depression policy has 
been managed in the United States, it is highly 
advisable to co-operate actively with that policy 
by whatever measures are appropriate, including 


the maintenance of stable exchange rates in re- 
lation to the dollar.* 

As far as Great Britain is concerned, the fact 
that side by side with an improvement in business 
there has been a continued increase in the coun- 
try’s gold and dollar holdings, notwithstanding 
the American recession which began in the sum- 
mer of 1953, has undoubtedly come as a surprise 
to most people. This fortunate development in 
Great Britain and other West European countries 
has rightly been regarded here in Europe as a sign 
of greater economic independence. Even though 
caution is still necessary it is clearly of considera- 
ble interest to examine why there has been this 
turn for the better and — particularly important 
in this connection — how it is that Great Britain 
has been able to achieve such an increase in its 
monetary strength. 

The marked recovery in West European pro- 
duction and in the output of the overseas countries 
outside the dollar area from which Europe has 
habitually obtained its supplies represents a deve- 
lopment of basic importance without which the 
monetary rehabilitation which has taken place in 
Great Britain would have been without any firm 
foundation. But there are other reasons, too, for 
the improvement in the situation. The present 
strength of the pound is undoubtedly due to a 
great extent to the policies recently pursued, 
thanks to which the increase in the money supply 
has been more effectively kept in check in Great 
Britain than has been the case in other countries 
and thanks to which, also, the use that may be 
made of sterling has been widened (e.g. through 
the resumption of foreign currency arbitrage be- 
tween certain members of the European Payments 
Union and through the reopening of free com- 
modity markets in London — notably those for 
copper, grain and wool futures, which came into 
being again in 1953). Another important develop- 
ment has been the increase in current savings by 


* The carrying-out of such a policy presupposes, of course, 
not only the possession of fairly ample monetary reserves (which 
quite a number of countries are now beginning to possess) but 
also the willingness to apply an appropriate financial policy 
at home (including a flexible interest-rate policy, which is for- 
tunately now coming to be regarded once more as part of 
ordinary monetary management, especially since it has been 
found that increases in interest rates have not had the unfavour- 


able effects on the internal economy which had often been 
feared). 


* 
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which the bond market, inter alia, has greatly 
benefited. With regard to costs and prices, Great 
Britain is one of the cheaper countries of the 
world (other relatively cheap countries in western 
Europe being the Netherlands, western Germany 
and Austria). It may be, of course, that the 
present favourable position will be lost, but the 
likelihood is that it will be found possible to avoid 
sharp increases in the British cost and price struc- 
ture. If that is the case, and if there is no sudden 
drop in world market prices, it should not be 
particularly difficult for Great Britain to maintain 
a stable rate of about 2.80 dollars to the pound — 
and to continue to do so even after a gradual 
return to full convertibility. 

The maintenance of a free and stable rate be- 
tween the dollar and the pound would provide the 
world’s monetary system with a firm axis the 
existence of which would be a considerable ad- 
vantage to all countries. Nobody wants fluctua- 
tions for their own sake; the ultimate aim is ex- 
change stability. The important question therefore 
is whether the conditions which are necessary for 
the maintenance of stable rates can be fulfilled 
without excessive sacrifices being required for 
their realisation. One of the most hopeful aspects 
of the present currency situation is the fact that 
the requisite conditions seem to be present for 
the maintenance, without undue difficulty, of a 
stable relationship between the pound and the 
dollar — which would facilitate the maintenance 
also of steady exchange rates vis-a-vis a number 
of other currencies. 

Nothing in life, of course, is absolutely certain 
— and it may not be without interest to consider 
what action would seem to be called for on the 
part of the European countries if there were to 
be another price fall on the world markets similar 
to that which occurred in the years 1930—32. 
But one would have to be blind in both eyes not 
to see that both political parties in the United 
States — as well as the U.S. monetary authorities 
— are determined to do everything in their power 
to avoid the recurrence of such a catastrophe. 
Should there be the threat of a steep downturn in 
prices there would be no repetition of the “hands- 
off” policy of the early 1930s but instead active 
intervention of a most resolute kind in the United 


TI —542209 


States and also in the other countries con- 
cerned. 

According to the rules of the International Mone- 
tary Fund exchange rates may vary within the 
margin of 1 per cent. on either side of the official 
parity. This is rather a narrow margin and at one 
of the annual meetings of the Fund it was pro- 
posed, inter alia, that the margin in question 
should be extended somewhat — say to 2 1/2 per 
cent. on either side, making in all a margin of 
5 per cent. Such a widening of the margin would 
have certain advantages and might even facilitate 
the return to convertibility. It would, among other 
things, have the welcome effect of introducing 
greater flexibility into at least one provision of 
the Articles of Agreement of the International 
Monetary Fund, it having often been felt that 
at its foundation the und was given too rigid a 
framework. The acceptance of a somewhat greater 
degree of flexibility would not run counter to the 
main objects of the International Monetary Fund 
as laid down in Article 1 of its Statutes, which 
are, inter alia, ‘to promote exchange stability, to 
maintain orderly exchange arrangements among 
members, and to avoid competitive exchange 
depreciation”. 

With regard to the policy of the International 
Monetary Fund, it is worth mentioning that in 
February 1954 it participated in the formation of 
a stabilisation fund for Peru even though Peru 
did not agree to a fixed exchange rate, it being 
understood, on the contrary, that fluctuations 
would be allowed. The Fund’s cooperation under 
these conditions is notably a sign of greater flexi- 
bility in its attitude. It seems that since the Fund’s 


* It is undoubtedly in the interest of the U.S. economy 
that in a depression other countries should not lower the ex- 
change value of their currencies as they did in the early 1930s, 
for that makes it more difficult for the U.S economy to get 
out of the depression. This being the case, it follows that the 
United States should, in its own interest, do everything in its 
power to assist other countries which want to maintain the 
par rate of exchange. Assistance from the International Mone- 
tary Fund can undoubtedly be of great value in a difficult 
situation, but the question arises whether the United States 
Government ought not itself to have at its disposal the means 
of intervening effectively on the exchange markets and whether 
it ought not for that purpose to increase the resources of its 
own Exchange Stabilization Fund by obtaining authorisation 
from Congress to borrow up to a certain maximum amount 
in case of need. The amounts used by such a Fund should 
all be recoverable and the Fund ought to earn enough to cover 
the interest charges, so that the allocation of increased resources 
should not involve any cost to the U.S. taxpayer. 
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assistance was made available to Peru the ex- 
change fluctuations have been fairly limited and 
that there has been an increasing realisation in 
that country of the degree of self-discipline de- 
manded by an appropriate domestic financial 
policy. The extent to which individual countries 
whose economies are in an unbalanced state are 
prepared to make the necessary internal adjust- 
ments is, of course, the crux of the whole ques- 
tion. 

Most of the countries concerned will naturally 
be more willing to carry out internal adjustments 
if they can feel confident that there will be no 
major decline in the general price level and no 
unreasonable obstacles placed in the way of the 
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world trade on which they depend — and that, 
furthermore, some measure of external exchange 
support can be obtained if it is badly needed. As 
already pointed out, there is inevitably a political 
side to these questions. People will not accept 
what seem to them unreasonable sacrifices (such 
as those imposed on the public in many countries 
in the early 1930s), but now that they have had 
the misfortune to experience once again the dis- 
advantages of inflation they will do a great deal 
in order to attain monetary stability — provided 
they feel that the general werld policy in these 
fields is being conducted on tolerably fair and 
sensible lines. 


THE DILEMMA OF EXCHANGE RATE POLICY 


BY PROFESSOR ERIK LUNDBERG 


Current trends as regards trade and payments 
among countries outside the eastern bloc have 
since 1947 mainly been in the direction of in- 
creased freedom. This tendency has been espe- 
cially evident during the last few years. Import 
restrictions have been relaxed or abolished while 
at the same time exchange transactions have been 
freed to a growing extent of obstacles to trans- 
ferability; the latter trend has in recent times 
mainly concerned the pound sterling and the 
German mark, The reintroduction of international 
commodity exchanges in Great Britain has been 
a move of the same character. International dis- 
cussion in both political and economic circles 
points to a continued development in the same 
direction. It is the objective of full convertibility 
among the most important currencies which is 
now on the agenda. If this could be achieved — 
whether all at once or in a series of steps — one 
goal would have been reached. The basis would 
have been created for a flourishing international 
trade, and we should be well on the way towards 


the further goal of bringing into being an inte- 
grated economic world with common markets and 
a rational division of labour among the countries. 

The fuil convertibility of their own currencies 
into other currencies, including the dollar, is an 
objective which most people in all democratic 
countries are anxious to realize. There seem to be 
no important political differences on this point — 
a fact which is in itself remarkable. If a country 
wishes to make its own currency fully con- 
vertible, this desire must be based on the pre- 
sumption that foreign trade will give the greatest 
possible return for that country when importers 
may buy freely and exporters sell freely on the 
best market according to their own judgement 
without being hampered by restrictions. This, 
incidentally, is a conception of the functioning of 
a free economy which is not always allowed to 
operate very extensively in trade and production 
within a country. 

The discussions of later years show at the same 
time that there is a good deal of awareness of 
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the difficulties of carrying through convertibility 
and of the risks which the maintaining of con- 
vertibility may be expected to bring about. Atten- 
tion has been drawn to the small reserves of gold 
and foreign exchange and the narrowly limited 
possibilities of borrowing currencies which are 
in short supply. We are constantly hearing new 
estimates of the amount of gold and dollar re- 
serves and drawing rights with the International 
Monetary Fund that would be needed for the 
pound sterling to be accorded full or limited con- 
vertibility without involving serious risks of a 
repetition of the 1947 crisis. Similar problems 
also apply to the majority of other countries. A 
shortage of some currencies — primarily, of 
course, dollars and gold — for a number of coun- 
tries belonging to a system with convertible cur- 
rencies is likely to lead to a struggle for inter- 
national liquidity which may bring with it de- 
flationary tendencies ; this may take place through 
increasing international competition and, ulti- 
mately, lead to protective measures of different 
kinds, such as tariffs and import controls. On the 
other hand, there is also a fear that, if the supply 
of “international liquidity” with over-draft and 
loan facilities is too large, it will have inflationary 
effects in the weakest links. With both these 
alternatives the strains will sooner or later be so 
great that convertibility will have to be abandoned. 

Behind these fears there is, of course, the per- 
fectly correct idea that differences from country 
to country in economic trends and in price and 
wage development, that changes in supply and de- 
mand of the import and export commodities of 
different countries etc., must be expected to result 
in future disturbances in the balances of pay- 
ments. We cannot, at the present time, count upon 
the economic policies of different countries being 
so well co-ordinated that these tendencies would 
be neutralized before the foreign exchange po- 
sitions came into danger. The experience of the 
interwar period regarding different systems of 
currency convertibility, and also, to some extent, 
the strains and stresses within the European Pay- 
ments Union during the last few years, illustrate 
clearly how difficult it is to keep all the currencies 
within the system convertible. The question arises 
whether the conditions for convertibility can be 


improved — and the risks of various kinds of 
interference in international trade thereby di- 
minished — if the exchange rates are made 


flexible in some way or other. 


The Attitude of the Economists 


In international discussions the problem of 
fixed or flexible exchange rates is receiving ever- 
growing attention. During the war, when future 
international currency arrangements were being 
planned, and also during the first post-war years, 
the problem was lacking in actuality. The domi- 
nance of the Keynes school among the politically 
influential economists meant that, on the whole, 
these economists tended to disregard the mecha- 
nism of the price system and refused to admit its 
utility in the planning of economic policy. The 
changes of consumption and investment and also 
of imports and exports could be explained by the 
flows and propensities of the Keynesian theory 
without its being necessary to take into consider- 
ation the effects of changes in interest rate and 
price relations. According to this way of thinking 
the balance of payments could be influenced by 
changes in total income and expenditure, and the 
level of employment etc., in the countries con- 
cerned, while the problem of the effect of ex- 
change rates and price relations was pushed into 
the background. It was to a large extent in this 
intellectual atmosphere that the fixed exchange 
rates under the rules of the International Mone- 
tary Fund won the adherence of the economists. 
For the practical politicians, harbouring memories 
of the gold standard, it was the sound, traditional, 
and confidence-inspiring aspect of fixed exchange 
rates that was the deciding factor. As everybody 
knows, there has been something of a counter- 
revolution against Keynes in recent years, which 
has resulted in greater faith in monetary policy, 
in free price formation and — after all, why not? 
— in flexible exchange rates. 

In an article in this issue of the Quarterly 
Review Dr. Per Jacobsson discusses some im- 
portant aspects of this problem. He has put 
forward a number of good arguments for main- 
taining policy of fixed exchange rates (with, 
however, a certain limited margin of mobility). 
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In advocating this, Dr. Jacobsson is arguing from 
certain assumptions, in themselves plausible, as 
to how our economic and political world will 
look. These assumptions, however, can be dis- 
cussed, and other alternatives can be suggested. 
It will in this way be possible to arrive at a more 
general examination of the arguments for and 
against flexible exchange rates. 


Future Stresses on International Payments 


It is granted that a system of fixed exchange 
rates is a good thing and therefore an important 
objective for economic policy. From this it follows 
that in a system of convertible currencies the 
rates of exchange should not be altered “un- 
necessarily”. As Dr. Jacobsson shows, the eco- 
nomic trends in the countries in question (those 
belonging to a system of convertible currencies) 
may be of such a kind and the internal economic 
policy may be pursued in such a way that the 
stresses on the currency will not be so great that 
they cannot be easily dealt with within the frame- 
work of the available reserves and drawing rights. 
The unfortunate experiences of the inter-war and 
post-war periods need not be repeated. There are, 
for example, good reasons for believing that the 
United States will pursue a rationally flexible 
economic policy which will prevent the onset of 
severe depressions and deflations. There is no 
reason to imagine that the dollar shortage is a 
permanent phenomenon of nature because, for ex- 
ample, productivity is higher and is growing 
more rapidly in the United States than in other 
countries. A tendency towards undervaluation of 
the dollar (with fixed rates of exchange) can 
therefore always be evened out by having wages 
in the United States rise at a sufficiently higher 
rate than in other countries. 

All this, of course, is true — within the frame- 
work of the given assumptions, This, however, 
does not mean that such possibilities will be real- 
ized in practice. In actual fact, it is only reasonable 
to expect that serious stresses in the payments 
system will arise for different countries or groups 
of countries in the convertibility system. It is not 
likely that all countries will have grown out of 
their disposition to get into inflationary booms 


(whether or not connected with international po- 
litical tension and rearmament “bulges’’) or that 
difficult deflationary phases can be excluded as 
improbable eventualities. Besides the considerable 
differences in economic development of this kind 
of the countries in the system it is also necessary 
to take into account that in the course of time 
there will occur important changes in the demand 
for the export products of the various countries, 
shifts in the terms of trade and also considerable 
long-term changes in the conditions for the ex- 
change of goods, e.g. because of differences in 
the development of productivity. Such incidents 
and trends can generally be expected to be accom- 
panied by serious fluctuations in the balances of 
payments of the countries, and it cannot be ex- 
pected that these will be evened out sufficiently 
by a co-ordination of the economic policies of 
the various countries. In any case, with these 
considerations in mind we ought to ask ourselves 
whether flexible exchange rates might not be an 
excellent instrument of economic policy precisely 
for the purpose of protecting convertibility if and 
when the balances of payments are exposed to 
strains of the kinds mentioned above. 


Arguments for Flexible Exchange Rates in 
the Long Run 


From a purely intuitive point of view it would 
seem that a change of the exchange rate, an 
appreciation or depreciation of a country’s cur- 
rency in relation to the currencies of other coun- 
tries, ought to be the most direct means of coun- 
tering a lack of equilibrium on the exchange 
market. /f, for example, currency difficulties have 
arisen after passing from an earlier state of equi- 
librium because the wage level in the country has 
risen considerably faster than in other countries. 
or productivity has lagged behind at a wage de- 
velopment that is parallel with other countries, 
then an adequate rise in the foreign exchange rate 
ought to be able to restore the original equilibrium 
position. It is true that the development of costs 
has been unfavourable for the country in question, 
but if the price and cost relations within the 
respective countries remain largely unchanged, 
there is always a new equilibrium rate between the 
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currencies which will so express the country’s 
relative superiority in different fields of inter- 
national trade that the supply of and demand for 
the currencies will again be equal. This is the 
classical law of comparative costs, and it still 
applies, at any rate as a correct logical deduc- 
tion. 

Considerations of this kind lead to the con- 
clusion that if a serious lack of equilibrium has 
arisen on the exchange market, the obvious course 
is to try to adjust the price of the currencies, i. z. 
the exchange rates, when the goal is to maintain 
convertibility and avoid introducing controls. The 
possibilities of solving the problem in other ways 
niust, if we take this approach to the problem, 
appear rather indirect and clumsy. Attempts to 
press down demand or wages or to redirect pro- 
duction by raising the level of interest or by 
introducing a more restrictive financial policy 
must appear as measures less suited to the problem 
than a change in exchange rates directly adjusted 
to the disequilibrium. In the future as in the past 
we must expect that considerable scope will have 
to be given to national aims of economic policy 
— in the form of a desired price and wage trend, 
level of employment etc. — and that these aims 
cannot easily be set aside when they happen to 
be in conflict with the conditions of equilibrium 
in international payments. 

The above reasoning is based on the idea that 
the price mechanism performs important functions 
in the “solution” of disequilibrium problems. The 
argument is of the following kind. The balance 
of payments has come into disequilibrium owing 
to an increase of wages which is too great, or to 
a rise in productivity which is too slow, or to 
changes in demand and supply. The price re- 
lationships have therefore become such that i- 
ports are too high and exports too small. By 
raising the foreign rates of exchange sufficiently 
the relations between import, export, and honie- 
market prices are altered in such a way that equi- 
librium can be restored. It is thus a question of a 
faith in the successful functioning of the price 
mechanism such as we associate with the doctriies 
of economic liberalism. 

In actual fact the discussion about the mobility 
of the rate of exchange seers to be considerably 
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less affected by political opinions than, for ex- 
ample, the discussion about interest rates. A 
raising of the rate of interest is looked on by wide 
circles in Sweden as likely to have such un- 
favourable effects on income distribution and 
employment that it is not a politically acceptable 
instrument for rectifying a lack of balance in the 
country’s economy. The effects of an alteration 
in exchange rates upon price relations and income 
distribution, on the other hand, are not so easily 
classifiable according to the various interests in- 
volved, and this helps to put the question in a 
more technical category, out of reach of the im- 
placable political dogmatism which sometimes 
mars the discussion about interest rates. In ad- 
dition, of course, there is the contributory factor 
that exchange-rate problems have not come into 
the political arena to anything like the same extent 
as the interest question. 

In the business world, however, there has gener- 
ally been a distinct opposition to any manipulation 
of exchange rates, this being regarded as a dis- 
turbing factor leading to instability and uncer- 
tainty for industry and commerce. Here we en- 
counter a problem which is very difficult to judge. 
With the general starting point which has been 
taken for the above reasoning, the attempt to 
solve the problem ends in a dilemma. Jf the strains 
on the balance of payments are serious and per- 
sistent and the economic policy pursued in the 
country in question and in other countries cannot, 
for the reasons given, be co-ordinated to a suf- 
ficient extent, then the available alternatives are as 
follows: either to peg the exchange rates as long 
as possible and, when the situation has become 
untenable, make a drastic and abrupt change in 
the rates; or to pursue a more flexible and, if 
possible, preventive exchange-rate policy. The big 
depreciations of 1931 and 1949 are examples of 
the first alternative. If the economic and political 
circumstances are of such a nature that serious 
disturbances in the currency situation can be 
expected to occur fairly easily and frequently for 
different countries in the convertibility system, 
then a policy based on keeping the exchange rates 
fixed as long as possible is not necessarily less 
disturbing, or may inspire less confidence, than ‘a 
smoother and more flexible exchange-rate policy. 
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The stability which is reached will be illusory 
because the disturbance will probably be all the 
more violent when the exchange rates finally have 
to be altered. The speculation in a depreciation 
at a time of currency troubles can, as experience 
shows, be of uncontrollable strength, and under 
this policy business enterprises do not achieve the 
stability they are searching for. Fixed rates of 
exchange are not the same as stable currency 
conditions. 


The Short—Run Dilemma 


The foregoing, highly simplified, argument has 
been mainly concerned with the results in the 
long run. By changing the exchange rates, stich 
price relations can be established that — with a 
given level of employment and demand — a situ- 
ation of equilibrium between imports and exports 
is restored. It is a matter of comparisons be- 
‘tween two states of equilibrium — an indispensa- 
ble method of analysis in economics. But the 
dilemma for the exchange-rate policy arises above 
all when we are studying the short-term sequence, 
in the actual course from one state of equi- 
librium to another. In the long run we have every 
reason to expect that the effects of the changed 
price relations brought about by an active ex- 
change-rate policy will be effective. Economists 
are fairly well agreed that in the long run the 
elasticities of demand for import and export com- 
modities are so high and the mobility of the 
factors of production is so great that, for example, 
in a depreciation the raising of import and export 
prices (expressed in the domestic currency) gener- 
ally brings about a relative restriction in the 
volume of imports and an increase in the volume 
of exports such that the relation between the 
supply of and demand for foreign exchange is 
improved. But in the short. run — say over a 
period of three or six months — these elasticities 
may be low and the readjustment of production 
tardy; the volume of imports does not go down 
in spite of the increase in prices (in the short 
run it may even rise as a result of fears that 
prices will advance still further), while the export 
prices, which fall in terms of foreign currency, 
do not result in increased sales in the short run. 
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The primary effect of the depreciation is thus 
diminished receipts and unchanged (or even in- 
creased) expenditure of foreign currency, and 
thus a deterioration in the foreign-exchange bal- 
ance. It is then a poor consolation that the situ- 
ation will rectify itself gradually in the long run 
or that a sufficiently drastic depreciation going 
far beyond any conceivable equilibrium position 
will give a favourable result. The main danger 
is that a steep rise in the prices of import and 
export goods during the transitional period will 
release a general rise in prices and wages. The 
speculation on such a sequence aggravates the 
situation still further. 

In such a case depreciation is not a reasonable 
way of solving the foreign-exchange problem. 
Corresponding arguments can be applied in the 
case of a foreign-exchange surplus and an ap- 
preciation of currencies. It is easy to construct 
situations where the alteration of exchange rates 
tends to release inflationary or deflationary pro- 
cesses so serious that a policy of fixed exchange 
rates and different forms of import controls must 
appear as a preferable alternative. Historical ex- 
amples of this type of instability under a policy 
of free exchange rates are not difficult to find. 
The “demoralizing” effect of a system of flexible 
exchange rates on the government’s economic 
policy is also a relevant consideration. A govern- 
ment is freer to carry on an inflationary policy 
if a depreciation of the currency is allowed to 
give the necessary scope for expansion. Indeed 
the defence of a system of fixed exchange rates 
is often based on the argument that at any rate it 
gives a strong incentive for a restrictive economic 
policy, a depreciation of the currency then being 
regarded as a misfortune, a sign that the economic 
policy has failed. 

The dilemma for the exchange-rate policy dis- 
cussed here thus concerns the question of how 
the long-run equilibrium-creating effects of 
changes in the exchange rates can be combined 
with a short-term instability. It is obvious that a 
depreciation — as a remedy of currency diffi- 
culties — in an economy characterized by strong 
inflation with overfull employment tends to ac- 
celerate price and wage increases. In these circum- 
stances it is difficult to imagine (and even less to 
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console oneself with) the thought that the de- 
preciation may result in an approach to a long-run 
position of equilibrium. An analogous argument 
can be put forward regarding the effects of an 
appreciation of the currency in a situation with 
considerable unemployment, deflationary tenden- 
cies and a surplus of foreign exchange. The result 
will most probably be that the economic situation 
will be further weakened. 

The conclusion is that the exchange-rate policy 
must be co-ordinated with the general economic 
policy in such a way that the internal balance 
ot the economy will provide the best possible 
conditions for the changed price relations which 
follow on new exchange rates to take effect rapidly. 
The price structure functions much less well both 
in inflationary and deflationary situations than 
in the intervening situations with “high and even” 
employment. In such a situation there should be 
sufficiently keen competition on the markets and 
sufficiently low profit margins to make the de- 
mand in different fields sensitive to price changes, 
while at the same time the risk of general price 
and wage movements is minimized. It is necessary, 
however, to take into account that even under 
favourable conditions it must take a considerable 
time — say a year or more — before a change 
in exchange rates can have effective results in a 
favourable direction. In view of these circum- 
stances it may be reasonable in a case of depreci- 
ation to allow the foreign exchange rates to rise 
at first a bit above what may be regarded as the 
equilibrium level. This should bring about a specu- 
lation on the undervaluation of the currency, 1. ¢. 
a short-term import of capital, which would help 
the foreign exchange situation before the depreci- 
ation has been able to work by way of the changed 
price relations. (This is what actually happened 
after the depreciation of 1931 in Sweden; later, 
in 1933, the rate of sterling was pegged at too high 
a level implying too much depreciation of the 
krona, and this led to recurring surpluses in the 
balance of payments during the following years.) 
In a system with free capital movements such an 
exchange-rate development may take the place of 
an otherwise necessary increase of the rate of 
interest which for other reasons might be con- 
sidered undesirable. 


Different Kinds of Flexibility 


The principal question of economic policy in 
this connection is that of how much the exchange 
rate should be varied and when it should be varied. 
It is easy to presume the existence of a situation 
of equilibrium and under given premises to in- 
dicate the way to achieve it. This is a necessary 
step in the analysis. But no central bank or super- 
national authority can estimate the “theoretically 
correct” change in the rates or determine on ob- 
jective grounds when and how it should be under- 
taken. No one can decide with certainty whether 
a deterioration in the foreign-exchange situation 
marks the beginning of a serious crisis, “a funda- 
mental disequilibrium” when a depreciation that 
will anyhow ultimately be necessary should be 
made at an early stage as a preventive measure, 
or whether the situation is a temporary one which 
can be best dealt with by utilizing reserves or 
taking loans. There is good reason to believe that 
central authorities will never have such ability to 
survey a situation, and such knowledge and good 
will that in a dynamic economic and political world 
a rational and far-sighted exchange-rate policy can 
be pursued. (The expression “good will” refers 
to the possibility, already mentioned, that flexible 
exchange rates may be abused in order to give 
scope for an inflationary economic policy.) 

Pessimism in this respect, in itself justified, 
raises the question of the extent to which the 
determination of exchange rates should be handed 
over to the play of the free market. One can, 
however, also paint a dismal picture of the gamb- 
ling of currency speculators with the country’s 
currency, by which the production, employment, 
and price level of the country will be exposed to 
uncontrollable impulses. The earlier experiences of 
the fatal course of inflation in Germany and 
Irrance show how a large-scale speculation on the 
continued falling of the currency can release and 
accelerate the process of internal inflation and 
thereby produce still further inflationary specu- 
lation. If, however, we presuppose a firm eco- 
nomic policy which keeps the internal economy in 
balance, we have reason to presume that — if we 
do not choose to believe that the “speculators” as 
a whole are to lose money — the speculation will 
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result in exchange rates which after certain fluc- 
tuations will be stabilized at a level at which the 
supply of and demand for currencies will be kept 
in long-run equilibrium. It is again a question of 
confidence in the capacity of the economic policy 
to create a balance. It should be possible to keep 
seasonal changes, like other fluctuations in check 
if there is confidence in the achievement of stable 
equilibrium in the long run, at a level which, it is 
true, is unknown at the beginning but gradually 
should crystallize out. From this long-term sta- 
bility it also should follow that exporters and im- 
porters can ensure themselves against currency 
fluctuations by buying and selling on future 
markets. 

Within the framework of a determination of 
the exchange rates by the market there is, of 
course, scope for government intervention (by 
the central bank or an exchange equalization 
fund) through the purchase and sale of foreign 
exchange for rate stabilization or by fixing certain 
margins for exchange-rate fluctuations. The di- 
lemma in the latter alternative is, however, that 
when a currency has fallen to the lower limit, the 
same type of difficulties will arise if the dis- 
equilibrium persists as with fixed rates of ex- 
change; the speculation is aimed in one direction, 
and by way of capital exports it may force upon 
the authorities an abrupt devaluation. The risk of 
this possibility may be limited by introducing 
flexibility within sufficiently wide margins, which 
having regard to the strains referred to here 
should undoubtedly be considerably wider than 
those discussed by Dr. Jacobsson in his article. 

The main object of this discussion has not, how- 
ever, been to arrive at any definite recommen- 
dation for a certain type of exchange policy. The 
object has mainly been to point out the various 
kinds of factors which must be considered. His- 
torical experience cannot give clear and definite 
answers to the questions which these consider- 
ations have led up to. The prevailing economic 
and political conditions are to a large extent 
radically different from those of earlier epochs, 
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and moreover experiments with different sys- 
tems of fixed and flexible exchange rates have 
always been “disturbed” by ‘Grrelevant” events. 
Theoretical deductions help us a little at least to 
arrange our thoughts, but the premises on which 
the analysis is built can seldom be verified. In 
order not to place ourselves in the painful situ- 
ation of Fredrik I (see above p. 86) — painful 
for a king and counsellor but hardly for an eco- 
nomist — we may state the conclusion to be 
gathered from the above reasoning in the follow- 
ing way. In our highly changeable economic and 
political world the balance of payments for the 
individual countries in a system of convertible 
currencies will undoubtedly be exposed to repeated 
strains. If the convertibility is to be achieved 
without discriminatory interferences in trade and 
if scope for national economic policies is to be 
allowed, flexible exchange rates must in the long 
run be an indispensable condition for the success- 
ful functioning of the system. The dilemma lies 
above all in the difficulty of combining the long- 
run equilibrium-promoting effect of a change in the 
exchange rates and the instability-creating tenden- 
cies which may arise in the short run. Great 
importance — which to some extent may be po- 
itically unrealistic — must be given to the balance- 
creating capacity of the internal economic policy. 
Free and flexible exchange rates should not, as 
is so often done, be equated with unstable cur- 
rencies. As regards the different forms of short- 
term flexibility, this is partly an organizational 
problem where it is necessary to proceed by 
experiment. Confidence in the economic policy 
pursued, both among the deciding national and 
supernational organs and among importing and 
exporting firms and speculators on the foreign- 
exchange market is, of course, in all circumstances 
a necessary condition for the satisfactory function- 
ing of a system of flexible exchange rates. And 
when changes in the exchange rates occur this 
confidence is ultimately based on the presumption 
that an equilibrium exists and will be maintained 
in the long run. 
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THE FINNISH ECONOMY 
DURING THE LAST TEN YEARS 


BY PROFESSOR BR. SUVIRANTA, HELSINGFORS 


This autumn ten years have elapsed since the 
armistice between Finland and the U. S. S. R. was 
concluded in Moscow on 19 September 1944. If 
we look back at the economic development of 
Finland during this ten-year period, keeping the 
present situation in mind, we find our attention 
attracted by three factors of very great scope and 
importance. These factors can suitably be called 
expansion, inflation and fluctuation. 


Expansion 


The following series of figures show the trend 
of economic activities in Finland during the years 
since the war. 


Development of production in Finland 


(7938 = 100). 
Real 
Year Agriculture Industry Building National 
Income 
IQ44 fs ss 66 83 53 102 (781) 
BOGS SF is) fein 62 87 gl 87 
NOS Ge al des 67 105 105 95 
LOAF aus og 70 117 132 104 
EQOA Seis #4 84 nae 133 rey 
MOA ns 95 140 161 1 tf 
LO505 ss. = 97 150 166 124 
TOOL te. Be Ys IOI 174 168 136 
TOR 2ioecl st 100 165 167 133 
OG Ses ke cs 103 169 189 135 


When the war ended, the economic life of the 
country was paralysed following the enormous 
loss of men and material caused by the war 
and the severe peace terms. In addition, the popu- 
lation was suffering from under-nourishment and 
there was a very great shortage of raw material 
and capital. But as the figures clearly show, the 


1 Excluding defence. 


country has worked its way out of the trough. 
The expansion has been about equally great in 
industry proper and in building; in each case 
the volume of production has increased by more 
than two-thirds as compared with the prewar 
period. In the case of agriculture, on the other 
hand, it is only within the last few years that 
production has again risen to the 1938 level. 

This impression of spectacular expansion is 
reinforced when we look at other fields, e.g. 
electric power supply and merchant shipping. Both 
these fields of activity were among those worst 
hit by the peace settlement. Thus, Finland lost 
more than 30 per cent. of her water-power instal- 
lations and 60 per cent. of her merchant tonnage. 
The determined and energetic reconstruction 
efforts have resulted in the production of electric 
power being expanded to a level more than half 
as high again as that of 1938, while merchant 
tonnage during the present year has been brought 
up to the same capacity as before the war. 

Within the different branches of production 
there have been great variations in the rate of 
expansion, and this has changed their importance 
for the country’s economy, as is shown by the 
following table: 


Finlanad’s Net National Product by Branches of 
Production (in per cent.). 


1938 1952 

AGTICHUINXG Gs & «8s * 9 8 uo 20,3 13,6 
Forestry 3. « « ees 15,5 12,1 
Igdtsity *iewete ars et ae tes Fo 25,8 ars 
Sobibor Gc. eet eure ee 4,9 9,3 
Communication... rant Te 5,6 URE 
Trade, banking, insurance. . . . 10,1 12,4 
Public sector... si tethe: 7,9 9,0 
Oller services 07s. 5-5 Fs at 9,9 541 
Total 100.0 100.0 
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Inflation 

Like practically all other countries, I* inland 
experienced inflation during the war. At the end 
of hostilities the price level was between two and 
three times as high as before the war, and certain 
prices on the black market had risen much more 
than that. 

The trend during the post-war period is illus- 
trated by the following index figures, where 1933 
is taken == 100, except in the case of wages for 
industrial workers, where 1939 == 100. 


Year Wholesale Cost of Industrial Government 
prices living wages expenditure 
1944 275 203 238 737 
1945 532 404 505 906 
1946 636 468 612 I 325 
1947 886 720 939 1550 
1948 968 798 1120 2135 
1949 1 000 826 I 182 2 392 
1950 I 262 998 1 426 2 643 
1951 1 691 1071 I 900 3 700 
1952 1548 it TY 1 989 4 130 
1953 I 500 I 106 2 004 4.000 


The chief responsibility for the heavy inflation 
must be laid on the war reparations. In the cir- 
cumstances in which the country was placed after 
the war it proved impossible to prevent wage 
increases or unjustified price rises in the repa- 
rations industries. The State was also compelled 
to increase its expenditure very greatly owing to 
the high cost of reparations and thus to pump 
purchasing power out into the market without any 
corresponding increase in the supply of goods 
available to the Finnish people. Gradually the 
infection spread further and further, especially 
as there were other circumstances favouring in- 
flation. Among these were the expenditure in con- 
nection with the nearly 500 000 displaced persons 
from the territory ceded to the Soviet Union, the 
efforts towards increased self-sufficiency, a mone- 
tary and financial policy that was sometimes in- 
sufficiently: strict, etc. 

Since 1952 the inflation has entered on a 
calmer phase. In spite of this one may still speak 
of a latent inflation, with the fear of open in- 
flation not very far in the background. In the 
programme of stabilisation which was adopted in 
the autumn of 1951, wages were tied to the 


newly constructed cost-of-living index with Oc- 
tober 1951 as the base period. Under this scheme 
every rise of five units in the index would auto- 
matically lead to a corresponding general rise in 
wages. But as this programme was immediately 
preceded by very large wage increases, no situation 
of equilibrium had been reached in prices and 
costs either within the country or in relation to 
other countries. The situation became further 
complicated by the fact that the system of tying 
wages to the index was later extended to cover 
also the real-income level of agriculture. In these 
circumstances the Government has been compelled 
to introduce subsidies, children’s allowances, tax- 
concessions and reduced rates of interest, and 
also to retain certain controls which, among other 
things, have kept the exchange rates and house- 
rents disproportionately low. In spite of all efforts, 
the new cost-of-living index has been rising slowly 
and last July it reached 104. Thus only one unit 
separates the country from the general wage in- 
crease that would bring a fresh inflationary ad- 
vance of prices in its train. At the time of writing 
it is still uncertain how this dilemma can be re- 
solved. As a first stopgap measure the Govern- 
ment has brought in a bill for the reduction by 
25 per cent. of the purchase tax and has further 
vetoed a decision taken by the City Council of 
Helsinki to bring fare increases into operation. 
Powerful interests seem also to be actively sup- 
porting a proposal to reintroduce price control 
measures and to widen the field of subsidies 
granting and also to reduce the official rate of 
interest. All this clearly shows, how the so-called 
stabilisation policy has led the development into a 
labyrinth where the road ahead is lost. 


Economic Fluctuation 


Since the coming of industry about a hundred 
years ago, the economic situation in Finland has 
been determined by the fluctuations in the export 
trade. Finnish exports have consisted mainly of 
forest products. The share of these products in the 
total exports of the country has seldom fallen 
under 80 per cent. and during the post-war years 
has even occasionally exceeded 90 per cent. (dis- 
regarding reparations deliveries). This one- 
sidedness is further emphasized by the fact that 
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the other income-earning items in the balance of 
payments on current account are relatively less 
important than in the other Scandinavian coun- 
tries, for example. 

Finland is thus among the countries which have 
a very one-sided export trade and can be compared 
with countries which export mainly grain, sugar, 
wool, cotton, rubber or certain minerals. Never- 
theless Finland is in a less vulnerable position than 
most of these countries, owing to two circum- 
stances which we shall now discuss. 

In the first place forest products (soft wood) 
have been scarcity goods on the world market 
during the last few decades and as a result they 
have fetched good prices. This has led to a per- 
ceptible long-run improvement in Finland’s terms 
of trade. If for example we take as our starting 
point the year 1913 — the year before the first 
world war — and express export prices as a 
percentage of import prices for that year as 100, 
we find that this terms-of-trade index had risen 
in 1929 to 116, in 1938 to 135 and in 1953 to 
143. The highest level reached was in 1951, when 
the index amounted to 169. During the last few 
years Finland has been able to buy, on the average, 
half as many import goods again for a given 
quantity of exports as was possible about thirty 
years ago. 

The other circumstance is that the forest pro- 
ducts do not constitute such a narsow base for the 
export trade as might appear at first glance. In 
course of time an increasingly diversified industry 
has arisen on this foundation, and this industry 
is still in process of expansion. I‘innish exports 
have thus become less sensitive than they were to 
changes in the general economic situation, The 
prices for unprocessed wood-goods, sawn goods, 
plywood, cellulose, paper and cardboard, have 
often shown divergent tendencies even if the basic 
general tendency was the same. This was the case, 
for example, in 1952, when the recession struck 
with all its force at the cellulose industry whereas 
sawn wood-goods were able to keep their position 
better and only a minor weakening occurred in 
the case of newsprint. 

Finland has long had the desire, however, to 
build up an export industry on a broader base 
than can be provided by forest products alone. 


This desire became realised in an unexpected 
way through the reparations, which forced the 
country to create, during a period of only a few 
years, new metal and machine industries and ship- 
yards for the delivery of reparations goods to the 
Soviet Union. The number of workers employed 
in the mechanical work-shops, including the ship- 
yards, was 74 000 in 1952 as against only 35 000 
in 1938. At the same time the total volume of 
products of the metal industry rose by no less than 
136 per cent., while the capacity of the ship- 
yards increased many times over. 

The structure forced on the country’s industries 
by the reparation burden was, however, no un- 
mixed blessing. When the reparations deliveries 
ceased, Finland was confronted with the problem 
of finding export outlets for the industries con- 
cerned, since it could not be expected that ade- 
quate outlets would be available within Finland 
itself. This dilemma has been solved by the trade 
agreements which have been signed with the 
Soviet Union, by which a considerable quantity of 
exports can continue to that country, exports 
which will be further expanded during the next 
five years under the agreement recently signed. 

This, however, constitutes only a partial solution 
of the problem. The war reparations industries are 
not working at their full capacity nor have the 
prices agreed upon always covered the cost of 
production, as the case of Valmet (the Govern- 
ment metal factories) has shown. As recent as this 
spring about 1 500 million marks had to be allo- 
cated to keep the company in operation. In part 
it is a disadvantage for the country to be bound 
in this way to a market where political con- 
siderations may play a prominent role and which 
also in certain cases has not shown itself fully 
capable of delivering competitive goods. The 
Government has therefore been compelled to en- 
sure the sale of these goods by means of a system 
of controls which prevents the consumer from 
freely choosing for himself the type of goods, 
e.g. cars, which he wishes to have. 

A more secure basis for the new industries 
would exist, if side by side with the Eastern 
market, better market opportunities for these in- 
dustries could be secured in the West, where [in- 
land has long had and continues to have her most 
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important trade connections. Such a development, 
however, is hampered by the rise in the level of 
costs due to internal inflation, a circumstance 
which obviously makes it difficult for Finland to 
participate in current plans for the liberalisation 
of international trade and the realisation of con- 
vertibility. 

But let us return to the fluctations in Finland’s 
foreign trade. 


Development of Finland's Foreign Trade in 
1000 Million Marks. 


Year Export Import ae 
TOAAP ART. ‘ous, tals. 2 6,3 8,9 —2,6 
HOB 5 5 6 oo 6 0 8 552 6,8 =o 
TOAOW a ees a Sa ea Ban 24,3 —I1,2 
LOA 7am fee ee ee 4552 47,0 —1,8 
TOAS Ramiace & Aree oes 56,5 66,4 —9,9 
WON. La ayo 65,6 66,3 oh 
UCIIO Gs be a Bo 6 81,5 89,1 —7,6 
UGOWEo co oe Bom a. a2 186,9 15555 ae Wier 
LOG 2 tymeomec ts eases 156,8 182,2 —25,,4 
TOSS geaeee tee eens 131,6 121,9 +9,7 
1@sey JEG 6 6 5 a 6 68,5 70,6 2,51 
HOB IENANE 4g 5 og 80,3 78,8 +-1.5 


The period covered by the above table may be 
divided into the following phases: 


laborious adjustment 
steep rise 


1945—46 
1947—49 
1949—50 
if 950—5 I 
1952—53 
1953—54 


temporary relapse 
the Korea boom 
decline 

incipient recovery 


Let us deal at somewhat greater length with the 
later phases in this development. In the course of 
1950 a very marked boom situation appeared. Ex- 
ports flourished as never before and the country 
earned large amounts of foreign exchange. This 
offered an excellent opportunity for consolidating 
the economy, collecting more adequate reserves 
of foreign exchange and achieving a_ better 
equilibrium in the price and cost structure. Un- 
fortunately, however, the opportunity was allowed 
to slip by. The Government continued to increase 
its expenditure, and in order to keep the price 
level within the limit of the stabilisation plans it 
was necessary to grant extensive subsidies, etc., 
as already mentioned. The plentiful supply of pur- 


chasing power in the hands of the public created 
a great demand pressure on the market, which 
again led to a steep rise in imports. When exports 
began to fall in 1952 the surplus in the trade 
balance was converted into a large deficit which 
almost exhausted the foreign exchange reserves 
of the Bank of Finland. 

In this precarious situation the authorities 
should have directed all their efforts to try to 
bring about a better equilibrium in the price and 
cost situation. To this end two courses could be 
pursued: either a deflationary policy or a devalua- 
tion. The fumbling attempts made to bring about 
deflation failed altogether, however, as might have 
been expected. Owing to the fatal system of 
the wages tied to the cost of living index the 
Government could not venture to take the second, 
rather hazardous solution. In other words the 
authorities had locked themselves up in a system 
which prevented rational freedom of movement. 
In these circumstances the gnly course open was 
the introduction of a very strict control of imports. 
In this way the deficit in the trade balance was 
gradually overcome. But the reverse side of this 
policy was that the country was brought into a 
depression with unemployment, declining imports 
and diminished production, at a time when eco- 
nomic activity in most other countries remained 
at a high level and the demand for our export 
products would have guaranteed employment in 
our leading industries. The situation became par- 
ticularly difficult during the winter 1952—53, 
when unemployment reached serious dimensions 
and the authorities were compelled to provide 
temporary and often quite uneconomic emergency 
work for the unemployed. 

Fortunately the situation for our export goods 
changed again for the better and during the 
present year there has been a visible recovery in 
Finland’s economic situation. Industrial pro- 
duction has risen to record heights and in other 
areas of production, especially the building trade, 
activity has been considerably greater than during 
last year. Unemployment, which during the first 
few months of the year was still quite considerable, 
has entirely disappeared and in a few quarters 
over-employment can already be observed. For 
this speedy recovery in spite of the high cost of 
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production we ought mainly to thank the inherent 
strength of our traditional export industries. 

This short survey of the economic situation of 
Finland will, it is hoped, give the reader an idea 
of the strength and significance of the three 
factors: expansion, inflation and fluctuation. 

As far as expansion is concerned we can get 
a picture of the dynamic forces at work in our 
productive system if we compare the present situ- 
ation with the situation in the autumn of 1944, 
when almost insurmountable difficulties had loom- 
ed up for a country weakened by war and the 
scarcity of vital commodities. During the relatively 
short period of ten years not only has the damage 
been repaired but production has developed beyond 
its pre-war level. The inflationary forces have 
been equally important, though unfortunately in 
a negative sense. From 1944 to 1952 the Fin- 
nish mark lost about five-sixths of the purchasing 


value it still had at the time when hostilities 
ceased. This period has been succeeded by a much 
calmer phase, but real stabilisation of the value 
of money has not been achieved and probably will 
not be achieved until a better equilibrium in the 
price and cost structure is reached. Such a line of 
development is, however, made difficult by the 
existing system of controls. 

Finally, as regards the fluctuations in economic 
life, the post-war period has been characterized 
by very violent changes. As usual these have been 
connected with the fluctuations in our export 
markets, but inflation has also clearly contributed 
to the pattern of development. The ups and downs 
have caused corresponding phases of optimism 
and pessimism. Just now optimism has the upper 
hand, even if it is an optimism somewhat clouded 
by fears of a new dose of inflation. 


THE ECONOMIC SITUATION 


During the last half-year the economic situ- 
ation in Sweden has not undergone any change 
worth mentioning. The situation may still be 
characterized as a balanced business boom with 
some clearly perceptible expansive features. The 
trend towards further expansion can hardly be 
said to have been strengthened during the summer 
months, which are, of course, regularly charac- 
terized by a slowing down of economic activity. 
There is, however, much supporting the view that 
during the remaining part of the year there seem 
to be some risks of the available resources being 
subjected to undue strain. 

As far as our country is concerned economic 
developments have so far this year been very 
favourable compared with those of 1953. During 
the first half of this year industrial production 
averaged a figure about 5 per cent. higher than 
during the corresponding period last year. Agri- 
cultural production in 1954 seems to be satis- 
factory in spite of the damage caused to the 


crops by the rainy summer. Exports and imports 
have increased in comparison with last year both 
in regard to value and volume. The import surplus 
during the first eight months of the year was 
somewhat larger than last year, and at the end of 
September the foreign exchange reserves had risen 
by about one hundred million kronor compared 
with one year ago. Employment has been very 
high with labour shortages in some trades. The 
price level, on the other hand, has been stable. 
Developments so far this year cannot be said to 
indicate any general inflationary tendency. 

For a long-range view, however, the picture 
is not as favourable as this year’s developments 
might suggest. It is true that industrial production 
this year shows a distinct tendency to go up after 
the downward drift of 1952—53, but in compari- 
son with other European countries the increase in 
Sweden’s industrial production during the last 
four years is relatively modest as is evidenced by 
the following table: 
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Index of Industrial Production Developments 
in Some Countries (1950 = 100). 


I st 2nd. 
qtr. qtr. 
I95I 1952 1953 1954 1954 
Si@als o 5 6 fu 6 HOG 103 105 LLt 114 
West Germany .. . 119 128 139 143 153 
italy ere ener LS 116 127 133 136 
Norway. ; 107 108 o03 128 117 
Ipiaemvel 6 oo oF o BHA) 110 Li2 121 : 
Holland 104 106 117 121 
Ibe Sb ood o 5 6 we) 108 109 116 128 
Great Britain . . . . 105 IOI 106 115 112 
INSU YG oO. a tor BYE II5 117 115 
Sele 5 5 6 boo EMIS 112 112 114 119 
Denmarkiues ees LO? 98 100 103 110 


Source: Economic Bulletin for Europe, Vol. 6, No. 2. 


As is evident from the table Sweden, next after 
Denmark among these countries, shows the lowest 
percentual production increase after 1950, and 
Sweden is far behind such countries as West 
Germany, Italy and Norway. To judge from these 
figures it seems as if Sweden has not been able 
to keep up the same pace in its developments 
during the last four years as most of the other 
West-European countries. It deserves to be pointed 
out, however, that in the first post-war years our 
country showed a considerably greater production 
increase than during the years covered by the 
table. 

If we compare the developments of Sweden’s 
exports after 1950 with those of other countries, 
the result will be a little more favourable. In 
terms of value the exports during 1953 from some 


Foreign Trade. (Million kr.) 
(Current 3-months averages.) 


Mill, ———— Imports. — — — — Exports. Mill. 


1949 1950 1951 1952 1953 1954 
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important European countries produced the fol- 
lowing index figures (1950 = 100): 


Value Volume? 
Swede «-, = 20 <0 omen 134 99 
West Germany . en 222 180 
Hollardic 20 See ae 152 144 
Belgium. . , 136 116 
Denmarion 5 ic asses aeken ie oe 133 123 
Switzerland (9s. ee be 132 133 
Norway . ee 130 107 
Italy te "sae ee ee 125 118 
France SS es ae 123 110 
GreateBruitainee nee) ps oe eee 119 98 


Source: Economic Bulletin for Europe, Vol. 6, No. 2. 


As the table shows it was only West Germany, 
Holland and Belgium which had a larger increase 
in the export value than Sweden. The increase 
in Swedish exports is, however, entirely due to a 
rise in prices; as to volume our exports have 
declined somewhat from 1950 to 1953. 

The increase in economic activity in Sweden, 
which we have been able to record during the 
current year, may in some respects have brought 
in its train a risk of the resources being overtaxed. 
Various signs on the labour market indicate that 
employment is at a very high level; labour turn- 
over has risen and in some lines of business, for 
instance the iron and building trades, there is a 
marked shortage of labour. The total number of 
vacant situations reported by the labour exchanges 
has this year been considerably above last year’s 
level. 


+ Quarterly average 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 


— — — — Import Prices. 
— Export Prices. 


General Index. 


+ 
1949 1950 1951 1952 1953 1954 
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In spite of the fact that this year’s wage ne- 
gotiations did not result in any more substantial 
wage advances, the increased demand for labour 
has brought about a rather important advance in 
hourly wages in industry. From May, 1953, to 
May, 1954, the average rates per working hours 
for industry as a whole rose by 4 per cent. In 
some trades, such as those of repair shops and 
wood-processing industries, the increase was con- 
siderably larger. As early as 1953 business men 
complained about the Swedish level of costs being 
too high-to allow many Swedish commodities to 
compete effectively in the export markets. It is 
probable that since last year our cost position has 
not improved, and a continued gradual increase 
in wages in the coming year might have serious 
consequences for our exports. It deserves being 
mentioned, however, that to judge from the for- 
eign trade figures our high level of costs has not 
so far prevented the export volume from rising. 

Another sign of the economic expansion is the 
rising bank advances. During the months of 
January—August the advances of the commercial 
banks rose by 800 million kronor. The increase is 
substantially larger than during the inflationary 
years of 1950 and 1951, when the rise in advances 
was 607 and 576 million kronor, respectively, dur- 
ing the corresponding months. 

During the first half of the current year the 
level of industrial production was about 5 per cent. 
higher than during the same period last year. The 
increase is mainly assignable to the wood-process- 
ing industries, while the other main industrial 


Production Index of the Federation of Swedish 
Industries. (1935 = 100.) 


—— 1954. 


groups only show small changes as is indicated 
by the following table: 
Production changes 


Ist half of 1953— 
ist half of 1954 


Industrial group 


Mining and metal industries. . . +3 % 
Wood-working industries. . . . . +10 % 
Pulp and paper industries... . +17 % 
Food production industries. . . . +2% 
Leather and shoe industries . . . 30 
Misqilke sieht Go) oem 6 x ee +1% 


In the mining and metal industries group the 
development was uneven. The mining of iron 
dropped by 16 per cent., while production at the 
iron and metal works increased by 7 per cent. 
and employment at the engineering plants in- 
creased by 1 per cent. The last-mentioned increase 
occurred entirely in the second quarter, while em- 
ployment at the engineering plants during the first 
quarter of this year was somewhat lower than 
during the same period in 1953. 

Agriculture is this year to a higher degree than 
previously concentrated on the production of 
cereals, and the growing of oil-yielding plants has 
again increased after some decline in recent years. 
The production of sugar beets is furthermore at 
a very high level. At the same time as these in- 
creases have occurred, the areas for the growing 
of fodder-plants and potatoes have been cut down. 
The harvest prospects, which at the beginning of 
the summer were considered to be rather favoura- 
ble, have, however, deteriorated somewhat as a 
result of the numerous rainfalls this summer. 


Share Index. 
= =~ = Wome Market Industry, ‘-*--==--- Banks. 


Other Industry. 


1947 1949 1951 1952 
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During the first eight months of the year 
Sweden’s imports have in regard to value been 
at an 11 per cent. higher level than last year, 
whereas exports have been g per cent. higher. As 
to volume the increase has been somewhat greater. 


Imports Exports Surplus 
of Imports 
(million kronor) 

Jan. — Aug. 1939 . 1,559 1,253 306 
Gee 0) Meeeme 5.0 3,739 3,441 298 
pre TOS 1 6,159 5,506 653 
— > — 1952 . 6,083 5,411 672 
poe ew BeOS 5242 4,759 483 
Baers OSA TE 5,837 5,175 662 


As had been foreseen, the iron-ore export has 
this year been somewhat smaller than previously 
owing to reduced German and American buying. 
A decreased demand from British buyers has also 
brought about a reduction in the timber export. 
Great Britain as well as Germany have, however, 
to a great extent contributed to the increase in 
exports of pulp and paper compared with last 
year. 


Lxport of Some Important Products. 


Jan.-July Change in % 
1954 on 1953 

Volume ee Volume Value 

Tron-ore, mill. tons . Omura tuke 2) —10.0 —18.3 
Rough sawn timber, 

1000 m?. pie S00 Om O72 =—=17.5. —=22.7 
Other timber goods, 

Copy ane ye FA. 1079.5 135.0 + 29.5 +3.8 


Position of the Riksbank. (Milliard kr.) 


Milli- Gold & For. Exch. Gold, For. Exch. Milli- 
ard) == Bonds (incl. & Bonds. ard 
Kr. Treasury Bills.) —--------- Note Circulation, Ir 
7 ey 
ee eri eerens 
+ —+- 
6 oe 1. 
+ i 


1 
+ 
i| 
1 
t 
t 
' 
r= 
( 
' 
- 
t 


ESI be 
3 Ae 
72) Se eee 
pap 
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Jan.-July Change in % 
1954 on 1953 
Volume Hees Volume Value 
Mechanical pulp, 

1 000 tons 180.9 63.3 119.3 285 
Sulphite pulp, 

I 000 tons 659-7 479-8 + 20.3 + 25.6 
Sulphate pulp, 

I 000 tons 432.6 282.6 +68 -+17.7 
Newsprint, 1000 tons 106.5 70.8 —3.2 —4.0 
Other papers and card- : 

boards, 1000 tons. 338.1 525.6 +24.6 +225 
Pig iron, 1000 tons . 50.4 a24> +108.8 +222 
Merchant iron and 

steel, 1000 tons. . 73-3 “1579 —10.6 —16.3 


Also the engineering industries have experienced 
some recovery in their exports, and this recovery 
is distributed over a fairly large number of im- 
porting countries without being especially con- 
centrated on any one of them. Total exports in 
respect of some important engineering products 
are shown in the following table: 


Export of Some Important Engineering Products 


(mill. kr.). 
Jan.-July, Change in % 
1954 on 1953 
Ball and roller bearings . . . .. . 59-8 = .9 
Engines 1.) =) cas ae ees 29.7 —I2.9 
Electric generators and motors .. . 56.2 + 20.2 
Telephones and telegraph apparatuses 46.1 IS 
Office: machines cy a) ea, ee ee 50.9 +26.0 
Freighters. . 336.1 +86.7 


Position of the Commercial Banks. (Milliard kr.) 


Milli- — ——W— Cash, Treasury ——— Deposits. Milli- 
ard Kills & Bonds, Balance total ard 
Kr, = -+++++-» Advances, i Kr. 


“+ 4-f-| 


Lat] 


1951 1952 1953 1954 
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The improved export situation is entirely a 
result of increased sales on the West European 
market, which absorbs about three-fourths of the 
exports of our country. The increase on last year 
above all concerns Norway, whose import of ships 
from Sweden has increased considerably, and Ger- 
many, Denmark and Great Britain. 


Foreign Trade with the Most Important Countries. 


Fanuary—Fuly 1953 and 1954. (Mill. kr.) 

Imports Exports Trade Balance 

; 1953 1954 1953 1954 1953 1954 

Great Britain... « 779 870 800 856 — 21 — 14 
Western Germany. 846 960 459 524 —387 —436 
United States . . 416 413 312 2237 —104 —176 
MerWAyer « « s » 150° 168 338 444 +188 +276 
Netherlands *. . .1236 352 234 257 —2 92) 5-895 
Belews be 2). 224 270 202 199 — 22, — FI 
TANCE eee 20 x (ne oe 250 F DET 2I2 e276 SS ey eS HE 
Wenmark 5 5. . 128 152 236 296 +108 +144 
TOCieC Es ee 100) 176 120 162 — 40 — 14 
eevee er és TA 775 113 143 — 34 — 32 
Switzerland . . . 116 127 64 87 — 52 — 70 
Mipsd Dey Ra sec ey p22. 65 68 61 +2946) = 94. 
BIMIANG Bog Po. 29° Ae bia) 79 se ae en EY 
manstalia . s. » 36 44 49 75 SE a EN: 
Eastern Germany. 27 39 zie plloye i) Ol asiae 23 


The summer months have not brought about 
the usual replenishment of the foreign exchange 
reserves, which instead have remained at chiefly 
the same level after the drainage of the winter 
months. A contributing cause of this situation is 
probably the fact that large sums have been paid 
by the Government for foreign armament de- 
liveries. After the August settlement with the 
E. P. U., Sweden’s credit balance with the Union 
amounts to 334 million kronor, which is 259 
million less than three months earlier and falls 
short by 303 million kronor of last year’s cor- 
responding figure. As a first measure in order to 
prepare the way for the expected transition to 
exchange convertibility, the Government has 
decided to decontrol a considerable part of the 
import of dollar commodities and at’ the same 
time to widen the free-listing of imports from the 
OEEC-area. By this step the external trade is 
freed not only from a number of cumbersome 
restrictions, but it will also be possible to an in- 
creased extent to import from those markets 
which can offer the most favourable prices. 


Foreign Exchange Reserves. 


1953 195 4 
Dec. 31 Mar. 31 June 30 Aug. 31 


The Riksbank (million kronor) 


Gold and dollars. . .- 114y 41226 1389 

Gold and dollars under 

EPU agreement. .. . 419 375 294 

PU currencies, . 970 7193 761 

Other currencies . . . 85 62 &#43 tae 
i Mo} ¢:) oy 7 o 4 oy A oY) 

Commercial banks ... +3 —54 —126 —28 

Total 2624992: 4022 36) 2455 

The Credit Market. During the summer 


months the credit granting activities of the com- 
mercial banks have chiefly remained at a level 
about 10 per cent. higher than the one of one year 
ago. The increase in deposits has, however, con- 
tinued uninterruptedly which has resulted in a 
considerably improved liquidity position. Thus, at 
the end of August deposits were Kr. 685 million 
above the May figure and Kr. 1 378 million above 
the figure of one year ago. 


Position of the Commercial Banks. 


, 1953 E95 4 

Assets (mill. kr.) Aug. Dec. May June July Aug. 
Cashier a ts 529 646 379 = 475 436 416 
Treasury bills POLL P4825 14y7O 13i2 T5365 1736 
Swedish bonds. 1209 1863 1900 1900 1846 1845 
Advances 9774 9932 10652 10742 10770 I0 731 
Banks abroad. . 227 314 245 230 ©6258 265 
Sundry accounts 590 790 610 734 600 721 

Total 14240 15027 15 256 15 393 15 446 15 714 
Liabilities 
(mill. kr.) 
Deposits. . . . 11430 11839 12123 12266 12614 12 808 


Banks abroad . 303 321 348 361 330 289 


Share capital and 
reserve funds. . 


Sundry accounts 
Total 


1154 
I 463 


1153 1153 1154 
1354 1714 1 348 
14 240 15 027 15 256 15 393 15446 15 714 


1154 
I 631 


1154 
1 612 


The other credit institutions do not, however, 
show any corresponding expansion in respect of 
deposits. It is, no doubt, a strong inclination 
towards increased consumption — especially with 
regard to motor-cars — which has contributed to 
some short-term shifting of the deposit funds to 
the deposit accounts of the commercial banks. 


Deposits of Banks and Rural Credit Societies 


(mill. kr.). 
Aug. 53 Dec.53 May 54 Aug. 54 
Commercial banks. . . . 11,430 11,839 12,123 12,808 
Larger savings banks. . 6,556 6,570 6,929 7,000 
Postal savings bank . .. 2,761 2,849 2,875 2,917 
Rural Credit Societies . . 596 616 644 673 


The Bond Market. During recent months 
the large investors have kept away from the 
market. In connection with the big issues of last 
spring, the insurance companies covered also their 
future investment requirements for a considerable 
time. They have, in addition, been marking time 
for the present borrowing of the Government in 
the beginning of October. At the same time the 
savings banks have their full attention directed to 
the mortgage loan market. The borrowing of the 
Government includes loans with 21/2, 6 and 15 
years maturity. In addition, the City of Stockholm, 
which in July borrowed 15 million kronor against 
3.6 per cent. promissory notes, is expected to 
borrow further amounts. Since the last survey no 
new bond loans have been issued, nor any old ones 
called in. 


Vield on Short-Term Loans 


1952 1953 1954 
Dec Sept. Dees) june | Sept 
Shortdated 15 15 15 15 15 
bonds: per cent. 
TV CAT pees S50 2.50 2.50 2.50 2.65 
2 AVEATS acme aries B28 2.75 2.60 2.50 2.80 
Longer periods . . 3.35 3.00 2.90 2.90 2.95 
Treasury bills: 
Up to 3: months . 2.0 2.0 sy) 1.7 uel, 
Day-to-day loans: ' 
IMday;stNOtCes 6 205 SANS 22s 2.25 2.00 


The Stock Market. The practically uninter- 
rupted rise in share prices, which has characterized 
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the stock market for more than one year, has 
continued also during the summer months. The 
lull, usually occurring at that time, has not been 
felt this year, and the turnover on the Exchange 
has been at a relatively high level. 

During the first half of August an almost boom- 
like rise in prices occurred, on which occasion the 
share index reached its peak so far. As a result 
of a sharp decline on the New York Exchange, a 
temporary reaction occurred later during the 
month, however, and since then Stock Exchange 
operations have been governed by a wait-and-see 
policy. 

Because of a better yield and the prevailing 
good market situation, the interests of investors 
have to a great extent been directed to the shares 
of engineering companies and banks, the prices of 
which have risen more than those of the wood- 
processing companies. In spite of the lower yield 
— about 3 per cent. — there has, however, still 
been demand also for these shares, particularly 
from institutional investors, which first and fore- 
most look for shares in companies with large 
capital resources. 

There has been a very brisk trade in scrip 
certificates and subscription rights in connection 
with the issues resolved last spring and it has been 
characteristic of them that they have, as a rule, 
been quoted at higher prices than those ruling for 
the corresponding shares. The yield as a percent- 
age of the market prices for a selection of repre- 
sentative securities is given in the following table: 


1953 1954 
Sept. July Aug. Sept. 
15 15 15 15 
5 wood-processing companies . . 4.2 3.2 3.2 3.2 
2 wood and iron industries. . . 3.8 33 3.1 3.2 
4 exporting engineering companies 5.9 4.7 4.6 4.5 
5 leading: banks <a. PRN ica MO 4.3 4.2 4.2 
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Some Statistical Data on Sweden’s Economic Position. 


I. The Riksbank. (Amounts in million kr.) 


Assets Liabilities 
th : ‘ z vt ae : io 
A Gold and Foreign Exchange Reserves| Hondstand | ilonterae Other Note Sight Deposits 
7 Foreign Treasury Bills Bills Advances | Circulation Commercial 

Gold Exchange? Total State inte Other Total | 

I 332 gs 2 083 106 I 37 1061 418 428 3 849 
362 28 1 190 3 184 2 112 3288 407 361 79 go7__ | 
465 688 1153 3443 21 188 aIG13 S11 312 44 867 | 
785 1 594 2 379 2 821 21 226 4,090 528 522 1110 | 
954 I 350 2 304 3 249 49 272 4577 449 558 22 1029 «| 
1 130 I 491 2621 2786 46 311 4 835 363 180 Z 545 
— =a 
£953 | 1954 | 1953\ 1954 1953| TOS4 | FO5P | 1954 | 1953| 1954 | 1953\| 1954|| 1953 | 1954 | 1953\ 1954 1953 1954) 1953\ 1954 1953| Raed, 


1.007 | I 129 |I 312/ 1 S1c| 2 319 | 2639 | 2666) 2284] 49 | 45 | 252| 246 | 4350] 4650] 525] 177| 163| 103] 29| 2| 717| 282 
1 006| 1 128|1 319] 1 418) 2 325 | 2546 | 2665 | 2342) 47 | 45 | 247| 362 || 4 366/ 4584] 371| 357] 260] 29| 26| 2] 657] 388} 
1005 | 1 128 |1 240) 1 328) 2245 2456/2404) 2249| 48 | 46 | 274| 338 |/4311| 4459) 343| 309] 29| 19| 24] 2] 396) 330 
1.003} 1 129 1 151) 1356) 2154 2485 2605) 2331| 47 | 46 | 248| 425 | 4365] 4575) 300] 321) 39| 30] 30| 3) 369) 354 
1 002 | I 130 |1 188) 1 366) 2 1g0| 2 496] 2 334| 2 300/132 | 41 | 230| 484 14223] 4433) 132] 514] 173} 21] 29] 3] 334] 538) 
1 OOF | 1 132 |1 250) 1 356) 2251 | 2488) 2427 | 2405|131 | 14 | 235] 419 | 4327| 4593] 275| 376] 122) 38| 11) 2] 408] 41 
1.052 | 1131 |1 280| 1 330| 2 332 | 2 461 | 2 376| 2520] 10 14 | 251] 42 ||4267| 4.463| 207] I00| 247/ 119| 11 2| 465 ae 
» | 1057] 1 131 |1 327] 1 357| 2384] 2 488 | 2 376| 2572/1 D2 ez5O Mes suas ZliAyg2sue 225150 ZrO 7c ens 3| 461| 228 

ept. | 1067 | 1 131 \1 362/ 1 438) 2 429| 2569/2389 | 2477] 47| 15 | 306| 69 |4365| 4615] 406) 149| 39| 24] 12] 9| 457] 182 

et. | II 1374) 2 507 | 2 352 47 278 4 $03 192 109 2 304 

lov. | 1 te (1416) 2548 2 326 47 278 ae 205 79 3 287 

lec. | 1130 1491 2621 2 786 46 311 4 835 363 180 2 545 

‘ Market value. — ? Net claims on foreign countries. 


II. Commercial Banks. (Amounts in million kr.) 


Distribution of L T 
th Swedish cohen fs . Deposits ee ae Of Scone he “) yPes 
o°| =6Cash | ‘ eposits over | on Foreign 
: Bonds* | D stic | Thereof Total ; Persdnal Bonds, mer- 
e of ey ‘Bills Redisc. | Advances Advances | Countries Mortgages Choe cles Shares chandise, &c 
% % % % 
I 116 o 338 4 260 —78 95 58,4 13,8 15,3 12,6 
oS 636 I ‘4 I ee — é 098 8 399 301 —201 58,5 20,2 7,0 14,3 
50 681 1 107 2 126 _ 9 240 8930 —310 —392 58,8 20,9 6,6 13,7 
51 936 1 849 2 641 — 10175 10 513 338 —492 57.8 20,9 6,4 14,9 
52 999 1716 2 431 _ 9 848 10 358 510 —131 57,8 21,6 6,4 14,2 
53 | 646 3 345 2 478 — 9932 11 839 1.907 95 61,0 19,7 6,2 13,1 
19551954 I9S5F | 1954. | 19SZ | 1954 |TOS3\I9IS4| FOSS | 19S4.| TOSS | 19OS4| FISF| I9S4\ FOF | IOS4 \AIS3| TOS4\F9S3\ TOSH4\IIS3 | TOS4) 195S | 1954 
74| 3 66 2471, —| —|9906|9971|10301|12086| 395/2 115|—163| 206] 58,1] 61,2 | 21,3/ 19,5] 6,3| 6,1] 14,3 | 13,2 | 
4 a 315 2754 3799 2 308 2 487 —| —|9773)10133|10855|12180}1 082|2 047/—214) 97] 58,6} 60,5 | 20,6) 19,6 6,4) 6,0! 14,4 | 13,9 | 
e. 371 | 370 | 2 278| 3 523] 2 504 ph —| —1|9 897|10463/10562|12268] 665|1 805) 21 10] §8,2] 60,6 | 21,8] 19,5 | 6,4] 6,0] 13,6] 13,9 | 
‘ ==5\lec 10509|10461|12258! 527|1749/— 37|— 47| 58,3] 61,0 | 22,0] 19,2 | 6,4] 6,1 | 13,3 | 13,7 
Be 357 | 382 | 270 3 58 Bao 994 I 2 1058s 12123] 639|1 471/— 89|— 13] 59,0] 61,3 | 21,0) 19,3 | 6,5 | 6, | 13,5 | 1353 | 


8 | 379 | 2 160] 3 353| 2617) 2774 
3 494 a 2 386) 3 212| 2 563/ 2747 


ly | 559 | 436 | 2 760) 3 382| 2 556) 2 765 


| | 
| 
Se) 
NO 
_ 


— | 9 821/10742|10677|12266| 856)1524/— 75|— 50| 59,5] 61,3 | 20,8] 19,4] 6,4| 5,9] 13,3 1354 | 
9 790|10770|11076|12614}1 286|1 844/— 29] — 19] 59,9] 61,7 | 20,4/ 18,8 | 6,5| 5,9] 13,2 | 13,6 | 


Iz mio 774|10731|11 430|12808/1656|2077| 32) 66) $9,7| 62,1 | 20,8) 18,7) 6,4 5,8) 13,1 | 13,4 | 
Bigg | oldies asa] | | [esl (tcass} |e s29 3} [$99] [203] | 3] | 13:5 
— 882 11788 1.906 9 60,4 | 20,0 6,5 1a 
* jor ite 2497 ~ 3 goo 11817 1917 86 60,8 | 19,6 oe 13,4 
: b46 3 345 2478 — 9 932 11839 1 907 95 61,0 19,7 2 13,1 
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Ill. Other Credit Institutions. Stock Exchange. 


D it Bank : 2 |Turnover at the Stock- : 

Savings Banks reg Clears pane eii Yields on Bonds? |; jim Stock Exchange? Share inde 

Year Post Office} Turnover chess ; | | 

| Ge Savings at the ; Govt. | Industrial | 
Month} Deposits’ | Advances*| Bonds* Ranke Rake bantc Service eee pais Bonds Shares Benes a 

| Million kr. | Million kr. | Million kr.| Million kr.| Million kr.| Million kr. % % 1000 kr. | 1 000 kr. | ) 
6 j 
68 82 618 31 380 24 986 2,32 | 2,92 243 931 14 

| Oe ee Me au 2 083 88 548 152 383 3,04 3,02 429 6 139 | 
1950 7 437 6 994 379 2 143 109 31 107 415 3,16 | 3,10 234 73> aa 
1951 7 $02 7 341 820 2 325 149 12 203 CO9 3,27 3,40 43 rbd etn 
1952 8 458 7934 865 2 633 172 186 240 JOO 3,31 3,62 29 5 3 ar 
1953 9081 8 562 gis 2 846 157 573 256 280 3,30 | 3,72 294 SP Pe ; 
7053 19054 ue IQ54.| 1953 | 1954) 1953| 1954 | 1953 | 1954 | 1953 | 1954 1953|1954 1953 1954 L953 1954 F953 1954\1953 1954\1953 

| 

/ / 
d ole) 2 876|13796|145c6|23 860)26 672) 3,33) 3,23) 3,81| 3,60, 211 274) 633) 821 142) 163} 206 
Feb. . : : : : . ae 2 892|11299|11462|19 650/15 609; 3,33, 3,22| 3,791 3,59, 191, 362 Gea) 815) 145) 168 214 
| Mar. | 8918] 9 565) 8131/8 786| 870) 942/2 714] 2 893/13167|15146|23 470) 30 336] 3,33 3,22 3,77 3,58 182) 438 | 528) 892 oe 165| 212 
| April : : . : : - |2 718] 2 888] 12083|12829]16 334|17 658) 3,32 3,22 3,79 3,61) 208 261 | 469) 784 142) 167| 206€ 
May - fos] ] sf os | + |2 709) 2 875]15459 15081 /28 645/31 189) 3,31) 3,22, 3.79 3,61, 263) 420) 568) 995) 139) 175) 201 
jJune | 8943] 9 569) 8275] 8937) 871] 9442 715| 2 877|12468) 15083|16 610/18 610} 3,32) 3,22) 3,80, 3,65 181, 275) 519 891) 140) 174) 203 
July 6 5 : 2 742| 2 898|14271|16575|26 122/28 952] 3,32/ 3,22| 3,80 3,62) 132) 205] 391) 836 146) 7 206 
Aug. . . : 2 761] 2 917|10340/11367)13 836 14 997| 3,30, 3,23/ 3,66 3,63) 307 198} 433, ae 147| 192) 214 
Sept. | 9 068 8 419 884 2766 13447 |1§609|25 29027 334) 3,30] 3.23, 3,62 3.70, 274, 200| 581 623 149) 191) 217 
Oct. : : : 2785 12416 17 136, 3,29 | 3,62 | 319) 501 151, 221 
| Nov . : . 279. 13848 25 407 3,28 3,62 429 | 500 154 226 
Dec. | 9081 8 562 gis 2 84 14943 19 920 3,23 | 3,60 | 832 610 155 225 
* At the end of each year or month. — * Calculated on market prices at middle of months. The yearly figures represent averages of the me 
figures. — 3 Averages per Stock Exchange business day. 
IV. Other Statistical Data. 


rr 


1 At the end of each year or month, — 
to the Federation of Swedish Industries, — 3 


on State Railways. 


The yearl 


* The yearly figures up to and includin 


; 5 ; = Whole Sale Price Index 
- National Debt Foreign Trade ieee ‘Unemploy- Si (1935= 100) 3 Cost of | Waggor 
car duction |, ment In | Living | Kilom 
or Thereof expats) a |the Trade| | : / 
Month| Total fended Imports | Exports | or Import | Index* | Unions3 | Import Export All | Index | of Lo 
| (—) Surplus|1935 = 100 Goods Goods Goods (1935=100 Truck 
| Million kr. | Million kr. |Million kr.|Million kr.) Million kr. % 
1938 2 566 2 443 2 082 1 843 — 239 123 10,9 III 120 Ill 106 
1949 12055 8714 333 4250 — 83 190 2,7 278 253 216 | 166 IIc 
1950 He 8 949 102 Isitakely, — 395 197 2,2 332 314 227 168 120 
1951 12 823 9 037 g 188 Q 207 + 19 206 1,8 432 562 299 194 13C 
1952 12710 9 631 8 936 8 og! — 845 z202_—s| 2,3 407 449 $17 >t 1 Se 123 
1953 13 852 10 369 8 161 7 645 — 516 202 2,9 375 378 298 212 117 
1953 | 1954 | 1953 | 1954 |1953| 19541953) 1954 1953 | 1954 | 19531954 1953| 1954\1053 1954 1059, 1954 1953 1954 1953\ 1954 1953 
Jan. | 12 293] 13 810) 9 626)10360| 697! 699 | 581) 585 |—116|—11 203 | 213] 4,3] - 384 384 | 85] 385 | 303] 2 III 
Feb. | 13 326] 14 055] 9 792|10747) 596 | 637 | 461 | 489 |—135|—148| 200| 214) 4,2 | 4,7 384| 387 | 384 383 | 302 236 | ay Iola 
Mar. | 12 320| 13 704/10038/10932| 669 | 804 §55 | 600 |—114|—204| 212 | 219| 3,2] - 380 | 393 | 383) 381 | 301 | 296| 213 | 214| 127,3 
April | 12 601) 14 055|10039|11069| 688 | 760| 594 612 |— 94/—148] 218 | 224] 2,3] 2, 75| 388! 380] 378] 300] 2 * REX 
May | 12 320| 13 629|10036/10926 678 | 777 | 582| 782 |— 96/+ 5] 210| 224] 1,8 is aa 389 As 338 Be ace . : ree 
June | 12 532) 13 §87/10043)10934| 681] 711 | 697| 738|/+ 16|+ 27) 214) 227) 1,7) 1,7 | 373| 388 | 374| 378] 299| 298 | 212 | 215 | 116,7 
/July | 12 884) 14 040|10041]10908) 648 731|660) 746/+ 12/+ 15] 110/110] .« 71 2{ 379|298| 297] - 102 
Aug. | 13 118) 14 1§8/1C013/10906| §86 | 718 | 625 | 626 | + 39|— 92] 199 Ts te 333 th 308 ae ane : 118%) 
Sept. | 13 076) 14 100]10209|11075| 669 707 + 38 211 : 371 Sati 295 212 128,6 
| Oct. | 13 576 10251 732 740 + 8 223 1,7 369 7 2 ! 
ke 13 408 oat 739 Sie ae 221 : 370 328 48 : ra 
ec. | 13 852 10369 778 709 — 69 222 553 377 385 296 212 11745 


g 1950 according to the Board of Trade, 
y figures represent averages of the monthly figures. — 4 Million kil 


the other accor 
ometres per m¢ 
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Statement of Condition August 315t, 1954 


fe geo BE Ni 

Cash in hand and with the Riksbank ........4...-. Kr. 105 636 640 
Ree meIUR ESE ONS os ca a en et GA Jee es 8 >» 912 086 932 
eee AUER ARIES Ao alae ool FoF shea Gilat owe ss ohio hens 0° >» 2631 355 926 
precenItenks ant Savings Banks . : 9. «ss s/s es + 5 8 > 77 702 134 
OE SE SE OSG Ee ee ee ee ce eee a > 96 68% zz 
oe ye et ee ee ee > 52 782 266 
TS Be SR iy Oe ie ee a > 24 961 944 
Peeeuges Puriiture and Fittings. 64. 0. 2.2 Sd ees > 30 813 345, 

Kr. 3 931 922 544 

LIABILITIES 

DE etd te ig yn fe oo ge a Re ek ke a Kr. 3 325 053 556 
Byes panks ana savines Banks «5.02% 1 0 ss te ts > 32 374 288 
jE oe es ee ne ere er er > 87 122 464 
OORVEAGCOUNIS onc ss SS kk ee a ee > 217372 236 
SE a . . «Kr. 161 760 000 
eerve POMS Ss a 6 ke te es » + +» 108240000 » 970 000000 


Kr. 3 931 922 544 


Branch Network of 
SKANDINAVISKA BANKEN 


© Géteborg, Stockholm, Malmé (Principal Offices ) 
rs) Place with 10000 —90 000 inhabitants 


” ” ” 


@ less than 10000 
In all 270 branches at 164 different places. 
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